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ATTACHMENT TO 
GOVERNORS' DECISION 


ORDER 


In accordance with the foregoing Decision of the Governors, permanent changes in 


rates of postage and fees for postal services set forth in the Attachment to this MA PERIODICALS 


RATE SCHEDULE 423.4 
CLASSROOM PUBLICATIONS 10/ 


Decision and incorporated herein are approved. The changes will take effect at 
12:01 a.m. on October 5, 1997, in accordance with Resolution 97-9 of the Board 
of Governors, dated June 2, 1997. 


(Full Rates) 1/ 
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Discounts: 
Prepared to Delivery Office 2/ 
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High Density 6/ 
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have the same target cost coverage -- at each step of the phasing process, and at full 
rates. Postal Service witness Kaneer testified that, using data for the test year in this 
proceeding, FY 1995, the rate schedule established earlier to allow the Nonprofit 
Periodicals subclass to meet its target cost coverage will allow Classroom Periodicals 
to approximate the same cost coverage as exhibited by Nonprofit Periodicals. No 
party challenged these facts, and no one opposed the Postal Service's proposal, either 
in testimony or on brief. 


The Commission has now recommended to us the Classroom rates proposed by the 
Postal Service. We agree with the Commission that those rates will comply with the 
policies of the Act, including the costing provisions of 39 U.S.C. 8 3622(b)(3).' We 
recognize that Classroom mailers will experience higher retes as a resu!t of the 
changes we are approving. Given reported Classroom mail revenues and costs, it is 
not possible to set Clessroom rates which will meet costs without imposing a 
substantial overall rate increase for Classroom mail. We approve the full rates 
recommended by the Commission. 


Like the earlier phase of this docket, the proceedings on Classroom mail have been 
handled with a minimum of contention and litigation. Even without a formal 
settlement proposal, discovery was limited, and no oral hearings were required. We 
commend all of the participants who made this possible, including the Presiding 
Officer and the entire Commission. 


In its Order reopening the record for Classroom mail, the Commission noted its intent 
to explore potential means by which future rate stability for this very small subclass 
could be enhanced. We agree this objective is worthwhile. The Postal Service 
included a proposal in this regard, and other parties have provided input as well. As 
noted by the Commission, however, any permanent resolution of this matter must 
await further analysis. 


ESTIMATE OF ANTICIPATED REVENUE 


The Postal Reorganization Act requires that our Decision include an estimate of 
anticipated revenues. 39 U.S.C. 8 3625(e). The revenue effects of our acceptance 
of the Commission's recommended decision are limited to Classroom Periodicals. 
For the test year used in this proceeding (TY 1995), the new rates would cause 
revenue for Classroom mail to be estimated to increase from approximately $10.5 
million to approximately $13.0 million. This represents an annual increase of 
approximately $2.5 million. 


1 We note that the new rate schedule provides no discount for ZIP + 4 Letter 
mail. The elimination of that discount is consistent with its elimination from the 
Domestic Mail Classification Schedule in the earlier phase of this 4ocket, and will 
affect few, if any, Classroom mailers. 
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DECISION OF THE GOVERNORS OF THE UNITED STATES POSTAL SERVICE 
ON THE FURTHER RECOMMENDED DECISION OF THE POSTAL RATE COMMISSION 
ON CLASSROOM MAIL, DOCKET No. MC96-2 


June 2, 1997 


STATEMENT OF EXPLANATION AND JUSTIFICATION 


On May 14, 1997, the Postal Rate Commission transmitted to us its Further Opinion 
and Recommended Decision in Docket No. MC96-2. The Postal Service initiated this 
proceeding with its Request for a Recommended Decision on proposed permanent rate 
and classification changes for nearly all of the preferred rate categories, filed with the 
Commission on April 4, 1996. On July 19, 1996, the Commission issued a 
recommended decision regarding most of the preferred rate categories, but pending 
further exploration of certain issues, deferred action on Classroom Periodicals. Further 
proceedings regarding Classroom mail have now been completed, leading to the 
recommended decision now before us. In accordance with 39 U.S.C. § 3625(b), we 
approve the permanent rate changes for Classroom mail as recommended. 


Classroom mail is a very small Periodicals subclass accounting for only about half a 
percent of Periodicals mail volume. It includes religious, educational, and scientific 
publications specifically designed for use in school classrooms or classes of religious 
instruction. The classroom subclass is one of the "preferred rate" categories which 
continues to have special rate protection provided by law. Under 39 U.S.C. 8 3626, 
the rates for this mail are intended to cover attributable costs, along with a fraction of 
the percentage of institutional costs assigned to the corresponding regular-rate mail. 
Preferred rate mailers also continue to have the benefit of interim phasing of their rate 
increases under 39 U.S.C. 88 3626(a)(3)(B), 3642, as enacted by the Revenue 
Forgone Reform Act. 


The Postal Service requested rate and classification changes for preferred rate mail in 
order to extend the same benefits of classification reform already provided for regular- 
rate mailers in Docket No. MC95-1. The Commission recommended classification 
reform changes for preferred rate mail in its first Opinion and Recommended Decision 
in this docket, which the Governors accepted on August 5, 1996. The Commission's 
initial recommendations did not include Classroom Publications because of a concern 
that the failure of this mail to cover the costs of the subclass required further 
attention. 


To remedy the situation, the Postal Service proposed to the Commission that the full 
rates for Classroom mail be set using the same fuil rate schedule established for 
Nonprofit Periodicals in the earlier portion of this docket. Under the terms of the 
Revenue Forgone Reform Act, Classroom and Nonprofit Periodicals are intended to 
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The foregoing Resolution was adopted by the Board of Governors on June 2, 1997. 
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In exercising its phasing authority in this instance, the Board is cognizant of 


the substantial rate increase implicit in the permanent rate changes for Classroom 
mail as recommended by the Commission and approved by the Governors. Under 
the circumstances, it seems appropriate, in adopting a phasing schedule, to attempt 
to mitigate the impact on mailers to the extent possible. The attached phasing 
scheaule is designed to achieve that objective Sy separating the more general de- 
averaging effects of classification reform from the increase in Classroom rate levels 
necessary to cover Classroom costs. While it is not possible to avoid the rate level 
increase in Step 5, the primary de-averaging effects are postponed in the attached 
phasing schedule until Step 6. 

Therefore, the Board orders that, pursuant to section 3642, the phased 
temporary rates for FY 1998 for Classroom Periodicals, as shown by the Step 5 
rates on the attached phasing schedules, be placed into effect at 12:01 a.m. on 
October 5, 1997. Until that date, the existing Classroom rates (Step 4 on the 
Docket No. R94-1 phasing schedules) shall remain in effect. 

As noted in Resolution No. 93-11 (Adjustment of Preferred Rates, November 
2, 1993), the provisions of section 3642 cause temporary phased rates to expire at 
the end of each fiscal year. Unless new permanent rates are established un” >r 
subchapter Il of title 39, the preferred rates we have set at Step 5 for FY 1998 will 
remain in effect until they expire at the end of that fiscal year. Thereafter, those 
rates will be set at their full (Step 6) levels, and will remain at those levels until 


permanent rate changes are made pursuant to subchapter Il. 
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RESOLUTION OF THE BOARD OF GOVERNORS 
OF THE 
UNITED STATES POSTAL SERVICE 
Resolution No. 97-9 


Implementation of Permanent and Temporary 
Changes for Classroom Mail 


RESOLVED: 


implementation Date 


The Decision of the Governors of this date in Docket No. MC96-2 establishes 


permanent rate changes for Classroom Mail. Pursuant to section 3625(f) of title 39, 


United States Code, the Board ci Governors determines that the changes in the 
permanent full rates of postage that were ordered to be placed into effect by 
today's Governors' Decision in Docket No. MC96-2 shall become effective at 12:01 
a.m. on October 5, 1997. This implementation thus coincides with implementation 
of the next phasing step for preferred rates in general. 
Phasing 

The establishment of new full rates of postage for Classroom Periodicals 
under today's decision of the Governors provides an occasion for exercise of the 
separate authority vested in the Postal Service under section 3642 of title 39, 
United States Code. That section authorizes the Postal Service to establish 
temporary rates of postage for preferred rate mailers to effectuate the phasing 
provisions of section 3626(a) of title 39. Congress intended phasing to cover the 
six years between FY 1994 and FY 1999, so that the preferred rates in FY 1998 
would normally be at Step 5 of the phasing process, or five-sixths of the way 


towards full rates. 
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ymation Discounts for Automation Compatible Mail 8/ 


ym Required: 

Prebarcoded Letter Size Piece 3.0 
Prebarcoded Flats Piece 2.4 
ym 3/5 Digit: 

3-Digit Prebarcoded Letter Size Piece 2.3 
5-Digit Prebarcoded Letter Size Piece 2.3 
Prebarcoded Flats Piece 2.4 


SCHEDULE 423.4 NOTES 


arges are computed by adding the appropriate per-piece charge to the sum of the 


advertising portion and the advertising portion, as applicable. 


plies to carrier route (including high density and saturation) mail delivered within 


delivery area of the originating post office. 


plies to mail delivered within the SCF area of the originating SCF office. 





postage calculation, multiply the proportion of nonadvertising content by this 
tor and subtract from the applicable piece rate. 


il presorted to 3-digit (other than 3-digit city), SCF, states, or mixed states. 
plicable to high density mail, deducted from carrier route presort rate. 
plicable to saturation mail, deducted from carrier route presort rate. 
automation compatible mail meeting applicable Postal Service regulations. 
t applicable to publications containing 10 percent or less advertising content. 


ualified, Classroom Mail may use Within-County rates for applicable portions of 
1. 
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Periodicals (March 17, 1997). The Postal Service and the Classroom Publishers 
Association (CPA) filed initial briefs; the Office of the Consumer Advocate (OCA) filed 
reply brief. 

Summary of Commission recommendation. Having considered the available 
evidence, the Commission recommends the rates the Service has requested and 
endorses the Service's cost reporting proposal. With respect to rates, this entails the 
establishment of common Classroom and Nonprofit Periodicals rates. According to th 
Service. uniform rates will take effect in FY 1999 when, barring an intervening rate 
case, PRC Op. MC96-2 Nonprofit Periodicals full (Step 6) rates would become 
controlling for both subclasses. 

The concerns the Commission noted in the first phase of this docket regarding 
Classroom mail are not new. A number of attempts have been made to address thesi 
concerns over the years, but no satisfactory solution has emerged. See, for example. 
PRC Op. R84-1, paras. 5305-06 (discussing the "McCaffrey adjustment") and PRC 0 
R90-1, paras. 5356-61. Given this long history, the Commission appreciates the 
generally useful proposals and suggestions the Service has presented here. As 
discussed in more detail below, the Commission endorses the Service's proposal as i 
practical interim step toward resolving immediate cost coverage concerns and 


addressing long-standing cost estimation problems. 
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INTRODUCTION AND SUMMARY 


In the first phase of this docket, the Commission found that the rates the Postal 
Service had proposed for Classroom mail were not lawful because they failed to 
generate sufficient revenue to cover costs. See generally PRC Op. MC96-2 at 40-41. 
The Commission observed that the crux of the problem was that the Postal Service's 
direct and indirect attributable costs of providing Classroom Periodicals service had 
exceeded Classroom revenues in both 1994 and 1995, and it noted that this was 
exnected to be the case in 1996 as well. Id. 

Given the problems this situation poses with respect to compliance with statutory 
obligations, the Commission reopened the record to consider additional evidence 
bearing on Classroom mail rates. See PRC Order No. 1125 (July 19, 1996) at 1. In 
response, the Postal Service provided comprehensive testimony from three witnesses. 
These witnesses address recent Postal Service efforts to assess and improve the 
accuracy of Classroom mail volume estimates, discuss the reliability of Classroom mai! 
unit costs presented in the Cost and Revenue Analysis (CRA) report; and present a 
revised rate proposal and a suggestion for a new cost reporting approach. See 
generally USPS-CT-1, USPS-CT-2 and USPS-CT-3 respectively. No participant 
requested an opportunity to conduct oral cross-examination of the Postal Service s 
witnesses, or expressed interest in submitting further evidence. Accordingly, pursuant 
to P.O. Rulings MC96/2-17 and 18, the testimony of the Service's witnesses, related 
exhibits, and designated cross-examination were entered into the evidentiary record of 
this proceeding. 

The Alliance of Nonprofit Mailers (ANM) and the National Federation of 
Nonprofits (NFN) filed comments addressing the Service's proposal. See generally 
Comments of the ANM on Postal Service Proposals to Combine Rates and Costs of 
Classroom Periodicals and Nonprofit Periodicals (March 12, 1997) (referencing 
Commission Order No. 1125) and Comments of the NFN on Postal Service Proposals 


to Combine Costs and Rates of Classroom Periodicals With Those of Nonprofit 
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MC96-2 advertising pound rates. Kaneer notes that the latter, consistent with 39 USC 
8 3626(a)(4), are equivalent to the advertising pound rates for Regular periodicals. 


Witness Kaneer demonstrates that application of this formula (at Step 2 rates) to 


FY 1995 Classroom volume yields a cost coverage of 102.9 percent. Id. at 6. He notes 


that this is close to the 103.4 percent cost coverage that “strict application” of Docket 
No. MC96-2 rates produces, but has the advantage of mitigating rate shock on a cell- 
by-cell basis. Id. at 6-7 (citing Tables 1, 4 and 5). In support of his statement regarding 
the tempering effect of the hybrid formula, Kaneer notes that Tabie 4 in his testimony 


illustrates the following: 


. . . the large percentage changes in the lower degrees of presortation 
have been reduced compared to straight application of MC96-2 Nonprofit 
rates. While these reductions are offset to some extent by increases in 
carrier route rates, the highest percentage rate increase diminishes from 
41.2 percent to 32.1 percent... 


Id. at 8-9 (citations omitted). 

In summary, given the perceived benefits of the hybrid formula, Kaneer says the 
Service may, in FY 1998, supersede the PRC Op. R94-1 Classroom Step 4 rates with 
the following “hybrid” formula reflecting rates from two proceedings: Nonprofit R94-1 
Step 5 piece and nonadvertising pound rates and MC96-2 advertising pound rates. In 
FY 1999, Kaneer says the Service proposes applying MC96-2 Nonprofit Step 6 to all 
elements of the Classroom mail structure, thereby forming a common rate schedule for 
Classroom and Nonprofit Mail. Id. at 9. 

Witness Kaneer's summary of the rates in the Service's approach to 
implementing a common rate schedule appears on the following page, along with 


Classroom rates and percentage rate change comparisons. 


3 The Postal Service is responsible for establishing phased rates pursuant to § 3642. 
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existence of identical rate structures, advertising pound rates, and markups. Id. at 2-3. 
Witness Kaneer also demonstrates that applying the PRC Op. MC96-2 Nonprofit 
Periodicals rate schedule to the respective FY 1995 volumes of each subclass yields 
cost coverages that are within 3 percentage points of each other. He contends that ihe 
closeness of the two coverages indicates the reasonableness of adopting a common 
schedule. Id. at 3-4 (citing cost coverages of 103.4 percent and 106.4 percent 
respectively for Classroom and Nonprofit Periodicals). 

Considerations supporting phased introduction of the common rate schedule. 
Witness Kaneer states that the Service’s support for adopting a common rate schedule 
is tempered with concern about the rate shock that application of Docket No. MC96-2 
Nonprofit Periodicals rates produces, especially for Classroom mailers with relatively 
low degrees of presortation. id. at 4. He presents a review of rate comparisons that 
leads him to conclude that the percentage changes associated with going directly from 
current Classroom rates to the Nonprofit Periodicals MC96-2 step 5 rates are ‘very 
high” for piece rates associated with low presortation. Id. at 4 (citing Table 3). | 
particular, he notes that the piece rate elements at certain undiscounted levels (H3 and 
H5), increase by 36.6 percent under strict application of the Nonprofit Periodicals 
schedule. ld. at 5. 

Witness Kaneer emphasizes that these high percentage changes reflect post- 
reclassification rate de-averaging as well as higher Nonprofit rates, therefore, he 
suggests that given their combined impact, the task of setting new Classroom mail rates 
should balance the need for higher revenues against rate shock. Id. at 5-6. He then 
proposes that the requisite balance can be achieved by withholding the effects of post- 
reclassification de-averaging in the first year of implementation (FY 1998). For 
purposes of ameliorating impact, he indicates the Governors might adopt as Step 5 
rates for FY 1998 a hybrid formula comprised of Nonprofit piece and nonadvertising 


pound rates, which are lower than the corresponding MC96-2 rates, and Nonprofit 
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transitional schedule, which uses a hybrid rate formula, temporarily postpones the 
impact of the post-reclassification "de-averaging." 

The second part of the Service's proposal calls for testing the aggregation of the 
two subclasses' costs and, if certain conditions are met, the eventual elimination of 
separate cost reporting. Id. at 14-15, 20-21. The conditions relate not only to the 
continued similarity of cost patterns, but also to an agreement among interested parties 
that elimination of separate reporting would be permanent, barring exceptional 
circumstances. Id. at 20-21. In witness Kaneer's opinion, this “phased combining of 
Classroom mail rates and costs with that of Nonprofit Mail would be a fair and practical 


solution . . . given the reported costs." Id. at 2. 


f. The Postal Service's Combined Rate Schedule Proposal 


Witness Kaneer proposes that the Commission recommend the same full — 
Step 6 — rates for Classroom mail as it did in the first stage of this docket for Nonprofit 
Mail.” Id. at 13. However, to mitigate the “rate shock” the Service believes this 
approach imposes cn certain Classroom mailers, witness Kaneer says the Service 
anticipates implementing as Step 5 rates in FY 1998, R94-1 Step 5 Nonprofit 
Periodicals rates for all rate elements except advertising pounds. Id. at 9. Kaneer 
explains that the advertising per-pound rates, in line with applicable law, must be 
identical to advertising per pound rates charged Regular publications, and are the 
advertising pound rates established for Nonprofit Publications in Docket No. MC96-2. 
Id. at 6. 

Rationale for a common rate schedule. Witness Kaneer supports the Service's 
rate proposal primarily on the basis of "important commonalties" the two subclasses 


share. He describes these as the use of the same operational network and the 


? Classroom rates, as Preferred rates, are subject to a phasing schedule. The 
controlling schedule breaks the adjustment period into periods referred to as steps. Steps 1 
through 6 correspond to FY 1994 through 1999 respectively. 
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THE POSTAL SERVICE'S PROPOSAL 


A. The Service's Rate and Costing Proposal 


Background. Classroom mail is a Periodicals subclass consisting of religious, 
educational, and scientific publications designed specifically for use in school 
classrooms or religious instruction classes. Traditionally, this subclass accounts for an 
extremely small portion of the mailstream. In fiscal year (FY) 1995, its 64.9 million 
pieces accounted for only one-half of one percent of total Periodicals volume. 
USPS-CT-3 at 2. 

The Postal Service acknowledges, through witness Kaneer, the Commission s 
finding that Classroom mail failed to recover its costs in FY 1994 and FY 1995. ld. 
(citing Order No. 1125). In fact, witness Kaneer states that FY 1995 Classroom mai! 
cost coverage was only 82 percent, and says that this indicates that an increase of at 
least 20 percent would have been necessary *merely to cover costs in FY 1995." Id.’ 
He concludes that Classroom mail needs a substantial rate increase to approximate a 
cost coverage in line with the Revenue Forgone Reform Act of 1993 (RFRA). USPS- 
Ct-3 at 2. 

In the interest of satisfying RFRA and allaying cost estimation concerns, witness 
Kaneer proposes a two-part solution. The first part of the proposal entails the 
Commission's recommendation of a common rate schedule for Classroom and 
Nonprofit Periodicals, to be effective in FY 1999. Id. at 9 and 13. It also entails the use 


of a transitional phased rate schedule in FY 1998 to enable Classroom mailers to 


gradually adjust to higher Nonprofit rates. Id. Witness Kaneer asserts that the 


' The Postal Service presentation in this proceeding reports cost coverages that are 
derived using cost attribution methodologies which differ in some respects from the established 
methods. However, in analyzing proposals in the previous opinion and recommended decision 
in this docket, the Commission determined that this was acceptable in the circumstances of this 


case. See PRC Op. MC96-2 at 32-34. 
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The flaw in the FY 1993 and FY 1994 data identified by wit 
caused by a number of Nonprofit Periodicals having been 66) 
Classroom on their mailing statements. This led to elevated Clas 
estimates. This also led to elevated cost estimates since part of | 
earlier analysis of these years had recoded the subclass identifie 
be consistent with the classification for volume purposes. Witnes 
the misclassification on the mailing statements might have been : 
in Docket No. R90-1 to apply the same rates to both Nonprofit an 
situation that existed until the second quarter of FY 1995. Since 
same. neither the mailer nor the Postal Service's acceptance cle: 
assure a proper classification. After correcting this problem, witn 
revised Classroom cost and volume figures for FYs 1993 and 19 

After making his adjustments, witness Degen presents re 
figures for FYs 1993 and 1994, along with the unchanged figure: 
adjustment, the unit costs for Classroom for FYs 1993-95 were 1 
19 cents per piece, respectively; these were adjusted to 19 cent: 
cents. Id. at Attached Table 1. He also shows that the graphs c 
after adjustment, are each more stable. Id. at Attached Figures 

Witness Degen discusses another more serious problem 
of Classroom costs into question. The IOCS system used to de 
attributable costs is a sampling system, and because of the low 
characteristics of Classroom mail, the actual number of tallies fc 
quite small. For example, the number of IOCS tallies for the me 
component of Classroom costs in FY 1995 was only 31. The c 
the Carrier In-Office system was only 19. Id. at 5. This thin sar 
results in an exceptionally large coefficient of variation for the ci 
calculates the zoefficient of variation of the mail processing por 


to be 24.07 percent. He explains that although the reported es 
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Based on these considerations, Kaneer proposes that if the same Classroom 
cost/revenue relationship that was observed for FY 1995 emerges in the future, 
Classroom and Nonprofit costs should be aggregated and a common rate schedule 
should be designed and implemented. However, he suggests postponing any definitive 
decision on cost aggregation to aliow further analysis of the impact of this solution on 
mailers. Id. Witness Kaneer conditions the permanency of combined reporting on 
agreement to that effect among all concerned parties. Thus, there would be no 
repeated “opting in” or “opting out” of combined cost reporting; reconsideration would 


be contemplated only under extraordinary circumstances. Id. at 21-22. 


B. Volume and Costing Matters 


1. Testimony of Witness Degen 


The testimony of Postal Service witness Degen, USPS-CT-2, addresses whether 
flaws in the reporting systems might be responsible for observed instability in the costs, 
volumes, and unit costs of Classroom mail, and whether there is a way to correct any 


such flaws. His work is an extension of his Docket No. R94-1 analysis of flaws in 


reported in-county costs. He focuses both on the In-Office Cost System (IOCS) and the 


Revenue, Pieces and Weight (RPW) system, the former being used to develop costs 


and the latter to develop volumes. 
Because data from the Postal Service s Permit/Bravis systems have not been 


compiled for the years prior to FY 1993, witness Degen was not able to analyze figures 
for those years. He indicates, however, that the data for the earlier years are "very 
likely" in error. Id. at 5 (fn. 1). For FYs 1993 and 1994, witness Degen found a 
correctable problem, but he believes the figures for FY 1995 to be reliable. Id. at 1. He 


further concludes that reported Classroom FY 1995 unit cost "appears to be 


reasonable." Id. at 7. 


a" TAL ۲۸ 
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category with a much larger volume base, and observes that the “obvious candidate” is 
Nonprofit Periodicals, due to the commonalties he believes this subclass and 
Classroom share. ld. 

According to Kaneer, a second reason, although not dispositive in itself, is to 
simplify the rate schedules. In this regard, he says that Classroom volume is not only 
extremely small, but also is entered at only a limited number of post offices nationwide. 
Id. at 15-16. Therefore, Kaneer maintains that since there is some administrative 
burden associated with maintaining separate rate schedules for Classroom and 
Nonprofit mail, applying one schedule to both subclasses would minimize burden on the 
Service's administrative and mail acceptance personnel. Id. 

Related concems. According to witness Kaneer, the proposed combination 
leaves nonprofit mailers’ cost coverage unaffected, as it would be 106 percent both 
before and after the merger of Classroom and Nonprofit Publications costs. Id. at 16. 
In addition. he asserts that with respect to RFRA, the important issue to keep in mind 
about cost coverage is that the statutory targets are best met by rates that recover 
revenue in the correct proportion to the actual costs of the preferred mail category. Id. 
at 18. Witness Kaneer therefore suggests that it is possible that a rate schedule 
designed on the basis of something more than reported costs of the subclass in 
question may, over time, do a better job of tracking the appropriate relationship 
between revenues and actual costs. And, due to its relatively small volume, he says 
that Classroom mail may be an instance in which better compliance with the ultimate 
objective — an appropriate cost coverage — can be obtained by moving beyond direct 
reliance on reported Classroom costs. Id. Referencing witness Degen's testimony, he 
says that if Classroom mail tallies are combined with Nonprofit Mail tallies for data 
reporting purposes, the resulting cost estimates should be much more statistically 
stable over time than the current Classroom estimates. ld. at 18-19. At the same time, 


he acknowledges that "[t]here is no apparent practical empirical resolution of the issue.” 


Id. at 19. 
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Response to Commission concems about cost coverage. In response to a 
concern the Commission expressed in Order No. 1111, witness Kaneer also addresses 
cost coverage in FY 1996, which is the test year in this proceeding. In this regard, he 
first notes that Classroom FY 1995 volumes would have covered FY 1995 costs if the 
rates for Nonprofit publications established in Docket No. MC96-2 Step 2 had been 
applied to Classroom mail. Id. at 11. He then states that the FY 1996 phasing increase 
should cover most, if not all, normal inflation-related cost increases, and provides a 
table showing the development of his cost coverage calculation. See generally id. at 
11-13. He concludes that the results shown in this table are similar to the FY 1995 
results previously reviewed, and support the following conclusion: PRC Op. R94-1 
Classroom rates do not appropriately cover Classroom costs, while the application of 
Nonprofit rates to Classroom mail would cover Classroom attributable costs and 


contribute to the recovery of institutional costs. Id. at 13. 


2. The Postal Service's Proposed Aggregation of Costs 


Witness Kaneer also suggests that a long-term solution to the wide variations in 
Classroom mail costs is to aggregate the costs of the Classroom subclass with those of 
Nonprofit Periodicals. Moreover, he further proposes that: "[i]f Classroom Mail costs 
continue to behave as a subset of Nonprofit Mail in the next general rate filing, then 
separate Classroom and Nonprofit cost reporting should be discontinued." Id. at 14. 

Rationale for combined reporting. Witness Kaneer cites two reasons in support 
of combined cost reporting. He says the first is that because the subclass is so small, 
"there is an intrinsic statistical instability built into the IOCS-based . . . reported unit 
costs which reflect riot true cost differences, but random sampling variances." Id. at 15 
(footnote omitted). He maintains that if rates are periodically changed in an attempt to 
track these fluctuating costs, the resulting rates will exhibit wide swings in both 
directions. Id. To avoid what he refers to as the resulting "roller coaster effect," Kaneer 


says it makes sense to aggregate Classroom data with those available for a similar 
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processing costs for Classroom is $2,055,000, the range for a 95 percent confidence 
interval is between $1,087,000 and $3,023,000. Thus the reported cost estimate for 
Classroom mail could be either too high or too low, in substantial degree. For 
comparison purposes, and in support of the Postal Service's proposal, witness Degen 
indicates that the corresponding coefficient of variation of mail processing costs for 
Nonprofit Publications is only 4.25 percent. ld. at 5-6. 

The possibility of improving the existing data systems was considered by witness 
Degen. His conclusion is: "[t]he design of the IOCS does not generally allow increased 
sampling of a particular subclass without increasing the overall sampling rate." Id. at 6. 
Moreover, he says ا“‎ am not aware of any way to modify the sampling system that 
would improve the Classroom variance relative to the other subclasses.” Id. at 7 as 
supplemented January 13, 1997. 

In support of witness Kaneer's recommendation that Classroom and Nonprofit be 
merged, witness Degen observes that the coefficient of variation of the combined cost 
would be lower than the coefficient for either separately, and that as far as the data 


systems go, there would be no operational difficulties or uncertainties. 


2 Testimony of Witness Hunter 


Postal Service witness Hunter provides a discussion of recent efforts to assess 


and improve the accuracy of official estimates of total volume for the Classroom 


(outside county) Periodicals. USPS-CT-1 at 2. He also provides a history of volume, 


revenue, and revenue-per-piece estimates for the years FY 1986 through FY 1995. Id. 
at Attached Table 1 and Charts 1 and 2. Witness Hunter explains that since FY 1996, 
PQ 4. Classroom volume estimates have been developed under the RPW 


Bulk/Presorted Mail system; before that the Publisher's Second Class RPW System 
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li. COMMISSION ANALYSIS 


The Commission noted in its first Recommended Decision in this docket that the 
behavior "of reported costs for Classroom mail has been erratic for more than a dozen 
years.” PRC Op. MC96-2 at 39. Because of this behavior, rate changes for Classroom 
mail have often deviated in significant degree from the average rate change for all mail 
and have even been negative. Occasionally, in order to avoid irrational or 
unreasonably large increases, extraordinary adjustments have been made to avoid 
blind adherence to reported costs for Classroom, nctably the use of adjusted costs in 
Docket No. R84-1 and the joint rate structure for Nonprofit and Classroom in Docket 
No. R90-1. 

The Postal Service has recounted its efforts in recent years to resolve this 
problem, implementing a number of improvements to the Classroom volume and 
costing systems. It has also performed a detailed audit of Classroom costing results for 
Fiscal Years 1993 through 1995, partly along lines related to those pursued in 
examining the costs for in-county mail in Docket No. R94-1. As a result of this analysis, 
it has revised costs for years 1993 and 1994, and witness Degen testifies that he finds 
the costs for 1995 to be reasonable. The result is unit costs for Classroom for years 
1993 through 1995 of 19 cents, 21 cents, and 19 cents per piece, respectively.” 

Even these fairly consistent results do not convince the Postal Service that the 
problem of wide fluctuations in reported Classroom costs is resolved. Because the 
volume of Classroom mail is relatively small, witness Degen explains that the number o 
IOCS tallies used to estimate the costs for important activities such as mail processing 
and carrier operations is likely to remain very small. Therefore, consistent with the high 
coefficient of variation for Classroom costs, small variations in the number of Classroom 


pieces observed can be expected to cause wide fluctuations in cost estimates. 


5 Due to limitations on resources, no adjustments were made to years prior to FY 1993, 
when costs ranged as high as 28 cents per piece. See USPS-CT-2, Attached Table 1. 
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merger of Classroom and Nonprofit. It then proceeds to discuss possibilities for other 


solutions to the "sample size problem." OCA Reply Brief at 1. It suggests that further 
consideration be given to such things as moving averages, smoothing, trends, and 
engineering cost studies. Also, the OCA points to the “requirement” in the Act that 
subclasses bear their direct and indirect costs. Id. at 4. In conclusion, the OCA 
advocates a “flexible approach” and that an “optimal solution” should be sought. Id. at 
16. 
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Witness Hunter also discusses two steps under consideration for the future that 
might help prevent misclassification errors and help to maintain an accurate system. 
The first involves verification of each mailer's authorization code against a master list 
and the second involves a joint review of the sample panel with the Classroom 


Publishers Association. 


C. Participants’ Views 


ANM emphasizes that the Postal Service's analysis is based primarily on the 
costs for one year — FY 1995 — and notes that it may wish to reexamine the proposa! 
when more data become available in the future. ANM also suggests that consideration 
be given to a “bottom-up” costing approach for Classroom, possibly with adjustments to 
align such estimates with actual CRA costs. NFN endorses the comments of ANM but 
qualifies its opinion on the proposed merger of Classroom and Nonprofit. Specifically, 
NFN does not object in principal to the merger but it believes the justification should be 
based only on costs and not on issues relating the to administrative convenience of the 
Postal Service. NFN also says that it "would object to any increase in Nonprofit 
Periodical rates, however small, if the increase were related to administrative 
convenience or any factor other than cost." NFN Comments at 1. 

CPA sees no "logic for forcing the two classes of mail together, except for using 


the joint sampling data as an expedient financial cost measurement tool until a better 


and more accurate sampling system or approach can be implemented." CPA Brief at 6. 


It then reviews some of the worksharing activities performed by Classroom mailers, 
many of which are recognized in the current rate structure, and points out that such | 
activity "differentiates [Classroom mail] from the typical non-profit periodical mailing." 
Id. It concludes that a reasonable solution to the Classroom costing problem should be 
Obtainable and endorses the Service's proposal as an "interim solution." Id. at 7. 

The OCA, in a lengthy Reply Brief, notes no objection to the Service's proposal 


of an interim solution, although it opposes immediate acceptance of a permanent 
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was used. Currently, the estimates are derived from a census at the automated offices 
and from a small panel of non-automated offices.“ 

Witness Hunter describes several important changes that have been made in the 
systems used to develop volumes for periodical publications. The first involves the 
addition to the sample panel of fifty-two offices beginning in PQ 1, FY 1985. These 
were added in part to respond to questions that had been raised about the quality of the 
in-county volume data. Second, beginning in PQ 3, FY 1992, 44 offices were added to 
the panel to improve the accuracy of Classroom estimates. These were offices having 
high Classroom volume and were added due to questions raised about the Classroom 
statistics in Docket No. R90-1. Third, beginning PQ 1, FY 1993, steps were taken to 
expand the panel further and to automate the data collection process by using data 
from the PERMIT/BRAVIS systems. At the beginning of the next year, the panel was 
expanded again and certain edit improvements were added. 

Fourth. several changes were made during FYs 1995 and 1996: the panel was 
expanded again; the sample frame for the non-automated offices was improved, and an 
error was discovered (and corrected) concerning Nonprofit Periodicals misclassified as 
Classroom. "[A]bout eighteen Nonprofit mailers at seventeen automated offices were 
misclassified as Classroom." Id. at 8 (footnote omitted). This latter correction IS 
particularly important and is discussed as well by witness Degen. Also, audits involving 
comparisons of trial balance information and volume system information uncovered 
reporting problems, and certain other improvements were made. 

According to witness Hunter: "At the end of FY 1996, the automated office 
coverage, representing approximately 1,700 offices, grew to approximately ninety-three 


perceni (93%) based on total Periodical revenue." Id. at 9. 


4 Witness Hunter honors the long-standing practice of viewing Classroom mail as being 
only outside county. Under the current requirements for within-county mail, however, the 
Commission notes that some mail destinating in the county of publication may not qualify for 
in-county rates. Accordingly, one might expect some mail destinating in the county of 
publication to pay postage according to the Classroom rate schedule. 
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Before Commissioners: Edward J. Gleiman, Chairman; 
H. Edward Quick Jr., Vice Chairman; 
George W. Haley, W.H. "Trey" LeBlanc III 


Mail Classification Schedule Docket No. MC96-2 
Classification Reform Il (Nonprofit Mail) 


FURTHER RECOMMENDED DECISION 
(Issued May 14, 1997) 


A public record having been developed in the above-entitled proceeding, and the 
Commission upon consideration thereof, having issued its Opinion, which is attached 


hereto and made a part hereof, 


IT IS ORDERED: 
That the Commission's Opinion be transmited to the Governors of the Postal 
Service and that the Governors thereby be advised that: 
1. The rates of postage set forth in the Appendix to this Opinion and 
| Recommended Decision are in accordance with the policies of title 39, United 
States Code and the factors set forth in S 3622(b) thereof; and they are nereby 
recommended to the Governors for approval. 
Except to the extent granted or otherwise disposed of herein, all motions and 


other requests filed in Docket No. MC96-2 hereby are denied. 


By the Commission. 


m 
(SEAL) 7 u P 


aret P. Crenshaw 
Secretary 
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For example, the evidence for the assumption that Classroom and Nonprofit mail are 
handled on the same operational framework, and thus, presumably, should have the 
same costs for similar pieces, is not strong at this point. CPA, in fact, argues that the 
preparation of some Classroom mail “saves the Postal Service considerable money and 
differentiates it from the typical non-profit periodical mailing.” CPA Brief at 6. The 
extent of such savings, and whether these savings are adequately recognized in the 
current discount structure, are matters which can be explored before the next case. 

The opinion of the Commission is that using the Nonprofit rate schedule for 
Classroom is an appropriate interim solution to a difficult problem. No parties oppose 
this interim solution. As the Postal Service indicates, the question of a permanent 
merger can be addressed more fully in the next omnibus rate case when additional cost 
and volume data are available. 

In addressing the Service's Classroom rate proposal, the Commission notes that 
it continues to adhere to the position it has previously expressed regarding RFRA's 
division of responsibility for rate setting: the statute assigns the Commission the 
exclusive role of recommending permanent rates, and gives the Governors of the 
Postal Service responsibility for establishing phased rates for certain preferred mail 
consistent with § 3626(a). PRC Op. MC96-2 at 44-45. In application, this means that 
the Commission can satisfy its obligations under RFRA by recommending full rates that 
comport with applicable statutory policies and criteria. With respect to Classroom rates, 
the Commission finds that the record developed in the second stage of this proceeding 
provides reasonable assurances that recommending full rates at the Nonprofit 
Periodicals Step 6 level, as requested by the Postal Service, is consistent with 


8 3623(b)(3)'s cost coverage requirement and the policies of the Act. 
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way to improve the stability of cost estimates for small-volume subclasses. The Postal 
Service's response, supported by witness Degen, explains that averaging would cause 
some conceptual problems arid would require some assumptions. The Commission 
continues to believe that further exploration along these lines might be rewarding. 

The conceptual issues identified by the Postal Service may not preclude 
progress. Moreover, the Commission believes that the assumptions supporting 
smoothing techniques may be no more unlikely than the assumptions which form the 
premise for the interim solution accepted in this case. If events such as significant 
changes in processing flows make smoothing inappropriate for any particular small 
volume subclass in a case, either adjustments could be made or smoothing could be 
abandoned for that case. 

This issue is not a key one in the instant proceeding, in which the proposal is to 
apply existing Nonprofit Publications rates to Classroom mail as an interim measure, 
and to postpone any decision on a permanent merger until the next omnibus rate case. 
In support of its Request, the Service explains that the merged costs of Classroom and 
Nonprofit will be even more stable than those of Nonprofit alone. However, the Service 
has stated that it would propose a permanent merger only if all parties agree on the 
reasonableness of such a move. If the parties do not agree, the Postal Service 
indicates that it "is prepared to report Classroom costs separately and design rates 
accordingly; i.e., with the inherent statistical instability associated with Classroom Mail 
costing.” USPS-CT-3 at 21. In light of the historical instability of Classroom cost data, 
developing an acceptable smoothing technique would seem to be a far better option 
than accepting disruptive and unstable rates. 

In the next omnibus rate case, these issues will again be before the Commission. 


Interested participants thus have ample opportunity to develop new, relevant evidence. 


6 In addition to the current effort to reduce the impact of perturbations in reported cost 
estimates for Classroom mail, the Postal Service might want to consider ways to solve similar 
problems in the results reported for Library Mail, see PRC Op. R94-1 at V-123-26. 
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In support of its proposal to use Nonprofit rates for Classroom and, in a future 
case, to combine Classroom and Nonprofit, the Postal Service has offered two main 
arguments. First, it points out there are “commonalties” between Classroom and 
Nonprofit. USPS-CT-3 at 2. These include the same RFRA-specified cost coverage, 
the same advertising pound rates from regular (also RFRA specified), the same general 
rate structure, and the same "operational network." Id. Second, the Postal Service 
contends that since applying the Nonprofit rates to Classroom mail provides both rate 
stability and a cost coverage statistically consistent with the one specified by RFRA, the 
combination of Classroom and Nonprofit for costing and rate setting purposes is more 
likely to provide cost based rates for Classroom than relying on separately reported 
Classroom costs. 

The Postal Service's proposal to combine Classroom and Nonprofit costs and 
volumes, and to apply Nonprofit rates to Classroom mail, comes only after years of 
failed attempts to improve the data for Classroom mail. The volume and cost systems 
have been examined carefully on several occasions. Considering Nonprofit and 
Classroom together is a way to gain stability, as it would temper the effect of erratic cost 
changes on Classroom mail rates, and moderate the disruptive effects of large and 
fluctuating rate adjustments for the mailers involved. More consistent and predictable 
increases are consistent with the policies of both § 3622(b)(4) and (7). 

Additionally, the Service suggests that by combining Classroom and Nonprofit 
data, it will be more likely that rates will actually reflect an accurate measure of 
attributable costs, as required by S 3622 (b)(3). Given the evidence of record that the 
IOCS cannot be easily improved to more accurately depict Classroom mail costs, this 
argument becomes persuasive. This is particularly so since the rate design for 
Classroom and Nonprofit mail currently incorporates rate distirictions to reflect cost 
causation variables such as weight, distance, and sortation. 

In Presiding Officer's Information Request No. 2 the Commission asked whether 


an approach such as moving averages or smoothing might be useful in developing a 
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Classification Reform II (Nonprofit Mail) 


RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO COMMISSION ORDER NO. 1125 


In Order No. 1125, issued on July 19, 1996, the Commission 
reopened the record regarding Classroom Periodicals." The^ 2 
Commission noted the failure of Classroom Mail to qenerate 
sufficient revenues to recover the costs reported for it in the 
CRA Reports for FY 1994 and 1995, and the Postal Service's 
expectation that this situation would continue in FY 1996. The 
Commission also noted that problems have been observed in the 
data reported for Classroom mail for over a decade. The 
Commission requested that the Postal Service provide additional 
information regarding Classroom Mail. The Postal Service hereby 
responds. 

The first type of information requested was an analysis of 
the range of factors that have caused the "erratic behavior" of 
reported Classroom costs. This information was to be provided by 
October 17. The Postal Service responds today by filing the 
testimony of two witnesses who discuss recent and historical 
developments in the collection and reporting of data for 


Classroom Mail. The testimony of witness Hunter discusses the 


RPW system, and has been designated as USPS-CT-1. The testimony 
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Special Services Fees and Classifications Docket No. MC96-3 


Complaint of Coalition Against Docket No. C96-1 
Unfair USPS Competition 


NOTICE 


(October 3, 1996) 


The Commission Docket section always has made available to the public copies of 
items filed with the Commission, on paper, and more recently on floppy disk. Interested 
persons now may obtain copies of certain information filed in electronic form on CD 
ROM. For example, the Commission can make available a CD containing both MC96-3 
PRC-LR-1 and MC96-3 PRC-LR-2. Additionally, certain library references containing 
large data sets which were submitted on 9-track tape, have been successfully copied to 
CD ROM by the Commission, and may be obtained on request. Those requesting a 


CD ROM generally will be charged $25.00, reflecting labor and materials costs. 
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Edward J. Gleiman 
Chairman 
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Automation Discounts for Automation Compatible Mail" 


From Required: 
Prebarcoded Letter size Piece 
Prebarcoded Flats Piece 
From 3/5 Digit: 
3-Digit Prebarcoded Letter size Piece 


5-Digit Prebarcoded Letter size Piece 
Prebarcoded Flats Piece 


SCHEDULE 423.4 NOTES 


Charges are computed by adding the appropriate per-piece charge to the sum of 
the nonadvertising portion and the advertising portion, as applicable. 


Applies to carrier route (including high density and saturation) mail delivered within 
the delivery area of the originating post office. 


Applies to mail delivered within the SCF area of the originating SCF office. 


For postage calculation, multiply the proportion of nonadvertising content by this 
factor and subtract from the applicable piece rate. 


Mail presorted to 3-digit (other than 3-digit city), SCF, states, or mixed states. 
Applicable to high density mail, deducted from carrier route presort rate. 
Applicable to saturation mail, deducted from carrier route presort rate. 

For automation compatible mail meeting applicable Postal Service regulations. 
Not applicable to publications containing 10 percent or less advertising content. 


If qualified, Classroom Mail may use Within County rates for applicable portions of a 
mailing. 
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participants can be contemplating their own positions in light of 


the information now available. 


Respectfully submitted, 
UNITED STATES POSTAL SERVICE | T a 
By its attorneys: 


Daniel J. Foucheaux, Jr. t 
Chief Counsel, Ratemaking ' 
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Eric P. Koetting 


475 L'Enfant Plaza West, S.W 
Washington, D.C. 20260-1145 
(202) 268-2992 

October 17, 1996 


CERTIFICATE OF SERVICE Fw کی‎ 


I hereby certify that I have this day served the foregoing 
document upon all participants of record in this proceeding in 
accordance with section 12 of the Rules of Practice. 
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Eric P. Koetting eec | A 
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Before The RECEIVED | 
POSTAL RATE COMMISSION _ | 
WASHINGTON, D.C. 20268-0001 WF 5 4 a PH 9 


POSTAL RATE ت6‎ ۷۷ 
OFFICE OF THE SECRETARY 


Mail Classification Schedule, 1996 
Docket No. MC96 
Classification Reform II (Nonprofit Mail) 


ص س — — — — 


STATUS REPORT OF THE UNITED STATES POSTAL SERVICE | 
PURSUANT TO PRESIDING OFFICER'S RULING NO. MC96-2/15 


In Presiding Officer's Ruling No. MC96-2/15, issued on 
October 22, 1996, the Postal Service was instructed to file a 
status report on this date regarding any further developments 
with respect to Classroom Mail. The Ruling followed the filin 
by the Postal Service on October 17th of testimony in response 
Order No. 1125, in which the Commission reopened the record to 
allow more exploration of issues relating to Classroom 
Periodicals. The requested status report is hereby provided. 

Since October, the Postal Service has been performing 
additional analyses to aid in the development of a position 
regarding future proposals for Classroom Mail. It has also be 
consulting with mailers, of both Classroom Periodicals and 
Nonprofit Periodicals. The hope is that time spent in such 
consultations prior to filing any proposal will minimize the t 
needed to litigate, and may even lead to full or partial 
settlement. Although consultations with mailers continue, the 
matter of Classroom mail has been put on the tentative agenda : 


the Board of Governors' January meeting. Thus, the Postal 


Discovery on the testimony of Postal Service witnesses Hunter 


(USPS-CT-1) and Degen (USPS-CT-2) may be conducted. 


Presiding Officer 


Docket No. MC96-2 


Docket No. MC96-2 -2- 


Classroom mail, and where we are today." Postal Service Response at 1-2 (October 17, 
1996). The Service has indicated that development of the other information requested in 
the order — which it notes would assist in addressing the future of Classroom Periodicals — 
requires the involvement of the highest levels of postal management, and will be 
submitted when an internal review of recommendations has been completed. 

Had all of the material solicited in Order No. 1125 been submitted by 
October 17th, a schedule could have been implemented that would allow sufficient time 
for issuance of a recommended decision on Classroom rates within the statutory ten- 
month deadline applicable to the underlying case. However, there is ample justification 
for the Service's representations regarding the necessity of postponing submission of 
certain information pending input from the highest levels of postali management and the 
Governors' final review and approval. Nonetheless, the Commission maintains its 
interest in timely resolution of the only outstanding issue in this proceeding, and the 
Service is encouraged to file further testimony or information at the earliest possible time. 
In the event responsive material is not submitted prior to December 5, 1996, the Service 
15 to file a comprehensive status report on that date. In addition, discovery on the 
Service's newly-filed testimony is now available to 'aterested participants, which should 


facilitate expeditious evaluation of subsequent proposals. 


RULING 


l. The Postal Service shall file a status report on December 5, 1996, regarding 
the review process referred to in its October 17th response to Order No. 1125, if 
testimony or other information developed in the course of that review is not submitted 


prior to that date. 





PRESIDING OFFICER'S 
RULING NO. MC96-2/15 


UNITED STATES OF AMERICA 
POSTAL RATE COMMISSION 
WASHINGTON, D.C. 20268-0001 


Mail Classification Schedule Docket No. MC96-2 
Classification Reform II (Nonprofit Mail) 


RULING ADDRESSING POSTAL SERVICE 
RESPONSE TO ORDER NO. 1125 | 


(October 22, 1996) 


In Order No. 1125 (issued July 19, 1996), the Commission reopened the record in 
the Nonprofit Mail reclassification case to receive additional evidence on Classroom 
Periodicals. The impetus for this action was the Commission's conclusion that the rates 


for Classroom mail proposed in the Service's Request were not lawful. To assist in 


developing a record adequate to support a finding that recommended rates comply with 


title 39 of the U.S. Code, the Commission directed the Service to provide an analysis of 
factors contributing to the erratic behavior of reported Classroom Periodicals costs. It 
also invited the Service to provide additional testimony on Classroom rates which recover 
costs, as well as "any appropriate redesign of the Classroom Periodicals subclass, its data 
systems, and/or its rate designs so that more stable rates for this mail can be expected in 
the future." Order No. 1125 at 3. 

In a partial response, the Postal Service has filed the testimony of witnesses Hunter 
and Degen (USPS-CT-1 and USPS-CT-2). According to the Service, this material 
contains the cost analysis the Commission requested, and *should provide all interested 


perticipants with a better understanding of where we have been in the past with 
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Before The 
POSTAL RATE COMMISSION RECEIVED 
WASHINGTON, D.C. — 28 18 u u3 1 


POSTAL Ri.‘ Ce" k. © 
OFFICE OF TuE [1 
Mail Classification Schedule, 1996 


Docket No. MC96-2 


Classification Reform II (Nonprofit Mail) 


FURTHER RESPONSE OF THE UNITED STATE 
POSTAL SERVICE TO COMMISSION ORDER NO. 

In Order No. 1125, issued on July 19, 1996, the Commission 
reopened the record regarding Classroom Periodicals. The 
Commission noted the failure of Classroom Mail to generate 
sufficient revenues to recover the costs reported for it in the 
CRA Reports for FY 1994 and 1995, and the Postal Service's 
expectation that this situation would continue in FY 1996. The 
Commission also noted that problems have been observed in the 
data reported for Classroom mail for over a decade. The 
Commission requested that the Postal Service provide additional 
information regarding Classroom Mail. The Postal Service filed 
its initial response on October 17, 1996. The Postal Service 


hereby provides a further response. 


The first type of information requested was an analysis of 


the range of factors that have caused the "erratic behavior" of 


reported Classroom costs. This information was to be provided by 


October 17. The Postal Service responded on that date by filing 


testimony discussing recent and historical developments in the 
collection and reporting of data for Classroom Mail. The 


testimony of witness Hunter discusses the RPW system, and was 


رر یج کی ار ای کہ 


POSTAL RATE COMMISSION 
WASHINGTON, D.C. 20268-0001 


Docket No. MC96-2 


The problem of small sample size and variations in the 
annual number of tallies may extend to other subclasses too, 
e.g., library rate. The size of the sample may be causing 
relatively large sampling errors in the reported tallies for 
mail subclasses with small volumes. Specific values, usually 
annual totals, are used by the Commission as base points for 
cost calculations and other purposes. These applications can 
be made more dependable if a method can be found to reduce the 
sampling errors that are introduced into the calculations 
through the base point values. 

Would smoothing, e.g., a moving average, the annual number 
of tallies for subclasses with a small number of tallies be an 
appropriate means to reduce the sampling error in the base 
values used by the Commission? In your answer, please consider 
the concept more important than the mechanics of how to smooth 


the number of tallies from year to year. 


í => TO TEC D 
f : = | 

W. H. “Trey” LeBlanc III 
Presiding Officer 


ORIGINAL 


UNITED STATES OF AMERICA 
POSTAL RATE COMMISSION 
WASHINGTON, D.C. 20268-0001 


RATE gU 
OF THE SEGRE ES 
Mail Classification Schedule Docket No. MC96-2 


Classification Reform II (Nonprofit Mail) 


PRESIDING OFFICER'S INFORMATION REQUEST NO. 2 


(December 17, 1996) 


The Postal Service is requested to provide the information 
described below to assist in developing the record for 
consideration of its request for classification and rate 
changes. In order to facilitate possible inclusion of the 
requested material in the evidentiary record, the Postal 
Service is to have a witness attest to the authenticity of each 
item provided and be prepared to explain, to the extent 
necessary, the content of each item provided. Please provide 
responses by January 15, 1997. 

7 In USPS-CT-2, witness Degen shows the number of tallies 
for classroom publications for the years 1993 to 1995. The 
mail processing tallies range from 26 to 34 while the carrier 
in-office tallies range from 19 to 37. Mr. Degen states, “For 
a subclass as small as classroom, considerable variation from 
year to year must be expected because the number of tallies is 
very small. Consequently, variations in unit cost are an 
inherent problem for classroom.” Mr. Degen also explains that 
a doubling of classroom tallies would require doubling the 
overall sampling rate which would be costly and hard to 


justify. 


REGEIVED 


POSTAL 
OFFICE 


Service expects to be able to provide further information to the 


Commission by mid-January. 


Respectfully submitted, 
UNITED STATES POSTAL SERVICE 
By its attorneys: 


Daniel J. Foucheaux, Jr. 
Chief Counsel, Ratemaking 


W EM o 
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Eric P. Koetting 


475 L'Enfant Plaza West, S.W 
Washington, D.C. 20260-1145 
(202) 268-2992 

December 5, 1996 


CERTIFICATE OF SERVICE 


I hereby certify that I have this day served the foregoing 
document upon all participants of record in this proceeding in 
accordance with section 12 of the Rules of Practice. 


` LP av. | 
Eric P. Koetting 
475 L'Enfant Plaza West, S.W. 
Washington, D.C. 20260-1145 
December 5, 1996 
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MAIL CLASSIFICATION SCHEDULE, 1996 
CLASSIFICATION REFORM II (NONPROFIT MAIL) 


Docket No. MC96-2 


RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 2 


The United States Postal Service hereby provides responses to Presiding Officer’s 
Information Request No. 2, filed on December 17, 1996. 
Each question کا‎ stated verbatim and is followed by the response. 


Respectfully submitted, 
UNITED STATES POSTAL SERVICE 
By its attorneys: 


Daniel J. Foucheaux, Jr. 
Chief Counsel, Ratemaking 


M 
` 2€ 
Eric P. Koetting 


475 L' Enfant Plaza West, S.W. 
Washington, D.C. 20260-1145 
(202) 268-2992; Fax -5402 
January 15, 1997 
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0174: 
DECLARATION 


I declare under penalty of perjury that the foregoing response is true to 
the best of my knowledge, information and belief. 


(Why P 94 


Carl G. Degen, Séfiior Vice President 
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the cost impacts could be modeled, but this process could introduce more 
variance than was eliminated by the averaging itself. 

The final necessary assumption is that Postal input prices do not change. 
We know this is not true, but the estimator could be corrected by applying an 
inflation index that would be straightforward to conceptualize. The problem 
would remain that any indexing would bring with it more variance. 

The Commission specifically requested comments on concepts rather 
than mechanics, but | think some conceptual issues arise out of the mechanics 
as well. The smoothing would be conceptually difficult at the tally level because 
the tally process allocates a pool of attributable costs using a set of shares 
based on the dollar values associated with the current year’s tallies. Replacing 
actual tallies with an average disrupts the integrity of the allocation and 
problems arise because of the dollar weights for tallies vary within years and 
from year to year. 

| believe a workable implementation of a moving average estimator would 
require an averaging of unit costs after the cost estimation process. At this point 
there would be conceptual problems regarding the consistency of the averaged 
cost estimate with billing determinants and revenues. 

| have not investigated any of the conceptual problems | describe above 
to know whether there are severe practical implications, but | think that would 


have to be done before a moving average estimator could be adopted. 


0174» 


The option of a moving average has immediate appeal in that it would 
reduce the variance associated with the final estimate. However, careful 
consideration must be given to what the moving average estimator represents 
vis-à-vis the original estimator. The goal is to estimate current year unit costs by 
subclass. The CRA estimator does this in an unbiased fashion, but with 
relatively high variance for the very small volume subclasses like Classroom. A 
moving average estimator assumes that the underlying technology used by the 
Postal Service to process mai! does not change over the averaging period. It 
further assumes that the characteristics and preparation by the mailer do not 
change over the averaging period. Finally, it assumes that the prices paid by 
the Postal Service for labor and other inputs do not change over the averaging 
period. 

The assumption of unchanging technology is not realistic given the 
current state of Postal innovation. There are numbers of programs in place to 
modify mai! handling practices. It is hard to imagine that there will come a point 
where Postal technology is static. | do not know of any way to quantify the bias 
that results from this assumption being violated, but it is definitely a problem in 
concept, which is the concern of this information request. 

The second assumption needed for use of a moving average estimator is 
that mail characteristics and make-up do not change over the averaging period. 
This is also not justifiable prima facie, however, surveys or discussions with 


mailers could be used to validate it. If characteristics and make-up do change, 
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U.S. POSTAL SERVICE WITNESS DEGEN 
RESPONSE TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 2 


1. In USPS-CT-2, witness Degen shows the number of tallies for classroom 
publications for the years 1993 to 1995. The mail processing tallies range 
from 26 to 34 while the carrier in-office tallies range from 19 to 37. 

Mr. Degen states, “For a subclass as smal! as classroom, considerable 
variation from year to year must be expected because the number of tallies is 
very small. Consequently, variations in unit cost are an inherent problem for 
classroom.” Mr. Degen also explains that a doubling of classroom tallies 
would require doubling the overall sampling rate which would be costly and 
hard to justify. 


The problem of small sample size and variations in the annual number of 
tallies may extend to other subclasses too, e.g., library rate. The size of the 
sample may be causing relatively large sampling errors in the reported tallies for 
mail subclasses with small volumes. Specific values, usually annual totals, are 
used by the Commission as base points for cost calculations and other 
purposes. These applications can be made more dependable if a method can 
be found to reduce the sampling errors that are introduced into the calculations 
through the base point values. 


Would smoothing, e.g., a moving average, the annual number of tallies 
for subclasses with a small number of tallies be an appropriate means to reduce 
the sampling error in the base values used by the Commission? In your answer, 
please consider the concept more important than the mechanics of how to 
smooth the number of tallies from year to year. 

RESPONSE: 

The problem of small sample size was addresses in the Postal Service's 
recent filing which proposed the aggregation of Nonprofit and Classroom for cost 
reporting purposes. The smoothing or moving average suggested by the 
Commission was also considered by the Postal Service, but the aggregation 


solution is preferred. My response here focuses only on conceptual problems 


with a moving average approach. 


n 1^" RA Revised 2/26/97 


Nonprofit Rev. @MC96-2 Rates 
GFY 1995 NONPROFIT BILLING DETERMINANT VOLUMES 
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POSTAL RATE COMMISSION 
WASHINGTON, D.C. 20268-0001 
| RECEIVED 


NOTICE TO INTERVENORS ] d 2-237 


Beginning with MC96-2, the Posta! Rate Commission embarked,oñ an effort to ` 
experiment with the electronic filing of case-related documents. A substantial 
number of intervenors participated in the experiment with varying results. Some 
had transmission problems, some had computer hardware problems, and some 
had compatibility and corrupt file problems. While the Commission was able to 
solve or resolve most of these problems, some of them stiil remain. In addition, 
the recent overload on the Internet has made e-mail transmissions unreliable. 
Thus, the Commission has decided that as of today, Tuesday, February 4, 1997, 
it will suspend the filing of documents by e-mail. 


The Commission, however, hopes to continue electronic communication and is 
studying new technologies in the hope that electronic communication between 
the Commission and intervenors will become a workable reality in the near 
future. Pursuant to these efforts, the Commission is adopting as a standard type 
font Arial 12, which is the most compatible with the Commission’s current and 
future electronic needs. 


Therefore, with respect to filings in docketed cases, parties now are advised to 
proceed as follows: 


1. Consistent with past practices, parties choosing hard copy filing should send 
1 (one) original and 24 (twenty-four) hard copies of each filing to the 
Commission's docket room. 


2. For those with the capacity to use diskettes, diskettes will continue to be 
accepted at the Commission so long as the copy is typed in Arial 12 and copied 
in either Word Perfect 5.1 or any version of Word. If sending a diskette, the party 
need file only 1 (one) original and 3 (three) hard copies with the Commission. In 
addition, all material sent by diskette in the required format will be placed on the 
Commission’s Home Page (www.prc.gov). 


3. All documents filed by the Commission and the Office of Consumer Advocate 
will be served in hard copy and be placed on the Commission’s Home Page. 
The Commission's Daily Listing of Documents Received will also be placed on 
the Home Page. Documents of excessive length will be zipped and downloading 
instructions will be included with such files. 


4. Forthose having questions about electronic operations, the Commission's 
computer administrator, Brenda Lamka, can be reached at 202-789-6873. 


Wad t P. Crenshaw 


Secretary 


0) 


Docket No. MC96-2 -2- 


I will allow discovery on these three pieces of testimony to continue through 
February 13, 1997. The Postal Service is to provide responses to discovery within 14 
days. Special Rule 2.C. 

Participants wishing to conduct oral cross-examination and/or to submit evidence 
in response to the Postal Service proposals are to provide written notice to that effect on 
or before March 6, 1997. Following receipt of such statements, I will establish a 
procedural schedule for the remainder of this case. Participants are advised that if cross- 
examination of Postal Service witnesses is requested, hearings for that purpose will be 


scheduled for March 13-14, 1997. 


RULING 


1. Discovery on Postal Service evidence in support of its proposals to change the 
rates for Classroom Periodicals will extend through February 13, 1997. 

2. Participants wishing to conduct oral cross-examination and/or to submit 
evidence in response to these Postal Service proposals are to provide written notice by 
March 6, 1997. 

3. Hearings, if necessary, to receive Postal Service evidence concerning 


Classroom Periodicals will be held March 13-14, 1997. 


Presiding Officer 


PRESIDING OFFICER'S 
Jan 15 % ss PH '97 RULING NO. MC96-2/16 


ORIGINAL 


RECEIVED 


POSTAL KATE C^ S SIGN 
OFFICE OF THE SECRETARY 


UNITED STATES OF AMERICA 
POSTAL RATE COMMISSION 
WASHINGTON, D.C. 20268-0001 


Mail Classification Schedule Docket No. MC96-2 
Classification Reform II (Nonprofit Mail) 


PRESIDING OFFICER’S RULING SCHEDULING 
THE RECEIPT OF EVIDENCE ON CLASSROOM ISSUES 


(January 15, 1997) 


Commission Order No. 1125 reopened the record in this proceeding to receive 
evidence on the rates and classification provisions applicable to Classroom Periodicals. 
On October 17, 1996, in a partial response to that order, the Postal Service filed the 
testimony of witnesses Hunter (USPS-CT-1) and Degen (USPS-CT-2). Presiding 
Officer’s Ruling MC96-2/15 provided for discovery on that testimony. On January 13, 
1997, the Postal Service completed its submission in response to Order No. 1125 with a 
limited revision to witness Degen's testimony and testimony from witness Kaneer 
(USPS-CT-3). 

Substantively, the Postal Service offers two proposals. First, it requests that 
Classroom rates be raised so that the subclass will recover its attributable costs. Second, 
it proposes a convention for developing Classroom rates in the future. Further Response 
of the United States Postal Service to Commission Order No. 1125, January 13, 1997, at 


2-4. No revised classification schedule language is proposed. 


ء0176 


CERTIFICATE OF SERVICE 


| hereby certify that | have this day served the foregoing document upon all 
participants of record in this proceeding in accordance with section 12 of the Rules of 


Practice. 


2ھ 


Eric P. Koetting 


475 LEnfant Plaza West, S.W. 
Washington, D.C. 20260-1145 
January 15, 1997 
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8,732,818 


160,416,721 | 22,125,422 





615,800,917 | 96,655 


616,404,037 | 96,150 


139,742,452 | 22,187,059 





POUND RATED 


82,593,146 90,656,772 319,675 321,851 


73,967,273 


POSTAGE 
72,458,262 
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Nonprofit FY95 Bill. Det. 


rates, the changes in total revenue (compared with LR-PRR-32 as originally filed) 
are quite minor. 

These revisions in LR-PRR-32 cause revisions in certain figures related to 
Nonprofit Mail included in my testimony (e.g., Tables 2, 9, and 10). They have 
no material effect, however, on my conclusions regarding the relative cost 
coverages of Classroom and Nonprofit Mail at Step 2 MC96-2 rates. (For 
example, instead of a Step 2 cost coverage of 106.44 percent for Nonprofit, the 
revised cost coverage is 106.35 percent. Not only are the changes small, but the 
direction of the changes indicates that the cost coverages of Classroom and 
Nonprofit are slightly more similar than originally reported.) Revised copies of all 


affected pages of my testimony will be filed. 


RESPONSE OF POSTAL SERVICE WITNESS KANEER 
TO PRESIDING OFFICER’S INFORMATION REQUEST NO.3 


1. This question refers to the Fiscal Year 1995 Billing Determinants for 
Nonprofit Second Class, which are presented for each postal quarter, for the 
postal fiscal year, and for the government fiscal year. The pound figures on page 
1 of Section E, Table 2 allow the calculation of the following proportions of 
editorial content, by quarter, in order: 76.6 percent, 77.7 percent, 76.1 percent, 
and 79.4 percent, excluding commingled. Page 2 of the same table presents 
corresponding figures, piece weighted, as follows: 77.9 percent, 78.4 percent, 
94.2 percent, and 97.0 percent. The latter two figures, for Postal Quarters III and 
IV seem misaligned with the pound-weighted figures and are considerably higher 
than the piece-weighted figures for the first two postal quarters. Please provide 
an explanation for the extremely high piece-weighted proportions for Postal 
Quarters III and IV. 


RESPONSE: 

Upon investigation, the Nonprofit editorial content percentages for 
Quarters Ill and IV of FY 1995 have been found to have been miscalculated. 
Instead of the 94.2 percent and 97.0 percent figures identified in the question, 
the correct percentages are 78.5 percent for postal quarter ۱۱۱ and 80.8 percent 
for postal quarter IV. 

The effect of these changes are shown on the attached revised copies of 
the last three pages of USPS-LR-PPR-32. As can be seen for the first two of 
these three pages, for FY 1995, the changes reduce the revenue leakage from 
the editorial content discount, increase total calculated revenue, and therefore 
reduce the necessary revenue adjustment factor. As can be seen from the third 
page, when these adjusted Nonprofit editorial content percentages (along with 


the adjusted revenue adjustment factor) are applied to the MC96-2 Nonprofit 
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RESPONSE OF UNITED STATES POSTAL SERVICE 
WITNESS KANEER TO 
PRESIDING OFFICER'S INFORMATION REQUEST NO. 3 


The Uniteq States Postal Service hereby provides the response of witness Kaneer to 
Presiding Officer’s Information Request No. 3, filed on February 13, 1997. 
The question is stated verbatim and is followed by the response. 


Respectfully submitted, 
UNITED STATES POSTAL SERVICE 
By its attorneys: 


Danie! J. Foucheaux, Jr. 
Chief Counsel, Ratemaking 


Ë P ks 


Eric P. Koetting 


475 LEnfant Plaza West, S.W. 
Washington, D.C. 20260-1137 
(202) 268-2992; Fax -5402 
February 26, 1997 
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cation Reform II (Nonprofit Mail) 


PRESIDING OFFICER'S INFORMATION REQUEST NO 


(February 13, 1997) 


The Postal Service is requested to provide the information described below to 


| developing the record for consideration of its request for classification and rate 


. In order to facilitate possible inclusion of the requested material in the 


ary record, the Postal Service is to have a witness attest to the authenticity of each 


vided and be prepared to explain, to the extent necessary, the content of each 


yvided. Please provide responses by February 28, 1997. 


l. This question refers to the Fiscal Year 1995 Billing Determinants for 


fit Second Class, which are presented for each postal quarter, for the postal fiscal 


d for the government fiscal year. The pound figures on page 1 of Section E, 


allow the calculation of the following proportions of editoria! content, by quarter, 


: 76.6 percent, 77.7 percent, 76.1 percent, and 79.4 percent, excluding 


gled. Page 2 of the same table presents corresponding figures, piece weighted, as 


77.9 percent, 78.4 percent, 94.2 percent, and 97.0 percent. The latter two 


for Postal Quarters III and IV seem misaligned with the pound-weighted figures 


considerably higher than the piece-weighted figures for the first two postal 


. Please provide an explanation for the extremely high piece-weighted 
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ERRATTA TO TESTIMONY OF 
POSTAL SERVICE WITNESS KANEER 
(USPS-CT-3) 


Attached are revised pages to the direct testimony of Postal Service witness Ke 
which incorporate the changes discussed in the witness' POIR and interrogatory 
responses filed last week. As noted in those responses, the revisions are all minor, ; 
affect neither the Postal Service's proposals nor the reasoning supporting those 
proposals. A listing of the specific changes made on each page is also attached. 


Respectfully submitted, 


CERTIFICATE OF SERVICE 


| hereby certify that | have this day served the foregoing document upon all 


participants of record in this proceeding in accordance with section 12 of the Rules of 
Practice. 


Ë P 


Eric P. Koetting 


475 UEnfant Plaza West, S.W. 
Washington, D.C. 20260-1137 
February 26, 1997 


DECLARATION 


I declare under penalty of perjury that the foregoing 


answers are true and correct to the best of my knowledge, 


E ge C 


information, and belief. 


Date: 2-26-77 


RA Revised 2/26/97 


Step5 Step6 
REVENUE REVENUE 
344,232,104 38.7 
103,482,172 103,482,172. 
35,816,879 35,816,879 
38,863 38,863 
5,567,815 5,567,815 
3,928,975 3,928,975 
3,070,018 3,070,018 
5,987,151 5,987,151 
7,900,414 7,900,414 
2,978,818 2,978,818 
3,098,763 3,098,763 
3,246,062 3,246,062 
67,665,292 67,665,292 


240,749,933 245,298, 846 
318,963,441 323,512,354 
60,098,923 60,652,831 
108,821 109,824 
1,497,205 1,513,218 
12,270,635 12,397,792 
18,088,649 18,298,982 
88,820 89,852 
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Nonprofit Rev. @MC96-2 Rates 


GFY 1995 NONPROFIT BILLING DETERMINANT VOLUMES 
AND REVENUE ESTIMATIONS (RPW Adjusted) - (000's) 


Nonprofit 96-2 


Step4 


REVENUE 


340,051,583 
101,576,107 
35,816,879 
38,863 
5,567,815 
3,928,975 
3,070,018 
5,987,151 
7,900,414 
2,978,818 
3,098,763 
3,246,062 
65,759,227 


238,475,476 
316,688 985 
59,821,970 
108,320 
1,489,199 
12,207,057 
17,983,482 
88,303 


$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
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Step3 


REVENUE 


335,502 670 
101,576,107 
35,816,879 
38,863 
5,567,815 
3,928,975 
3.070,018 
5,987,151 
7,900,414 
2,978,818 
3,098,763 
3,246,062 
65,759,227 


233,926,563 
312,140,072 
59,268,063 
107,317 
1,473,186 
12,079,900 
17,773,149 
87,271 
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Step2 


REVENUE 


331,322,149 
99,670,042 
35,816,879 

38,863 
5,567,815 
3,928,975 
3,070,018 
5,987,151 
7,900,414 
2,978,818 
3,098,763 
3,246,062 

63,853,163 


231,652,107 
309,865,615 
58,991,109 
106,815 
1,465,179 
12,016,321 
17,667,982 
86,754 
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Nonprofit 


UNITS 


615,800,917 
137,198,639 
230 500 
29,373,610 
18,403,129 
13,737,858 
23,909,619 
27,120,217 
8,886,503 
8,005,395 
7,531,808 
477,643,379 


2,279,836,918 


277,608,721 
502,667 
8,025,384 
63,728,820 
105,415,342 
517,615 
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CATEGORY 
[TOTAL NONPROFIT 
POUND RATED 
Advertising 
Delivery Unit 
SCF 
Zones 1&2 
Zone 3 
Zone 4 
Zone 5 
Zone 6 
Zone 7 
Zone 8 
Nonadvertising 


PIECE RATED - With Discounts 
Presort Rates 

Level G Undiscounted 
Level G ZIP * 4 Numeric Letters 
Level G Prebarcoded Letters 
Level G Prebarcoded Flats 
Level H3 Undiscounted 
Level H3 ZIP * 4 Numeric Letter 















































































































































Level H3 Prebarcoded Letters Í 1,375,662 199,000 200,373 203,118 204,490 207.235 
Level H3 Prebarcoded Flats | 44,622,881 6,410,530 6,455,048 6,544,083 6,588,600 6,677,636 UNITED STATES POSTAL SERVICE 
Level H5 Undiscounted | 318,554,836 53,390,912 53,708,715 54,344,321 54 662,124 55,297,730 i 
Level H5 ZIP + 4 Numeric Letters] 6 184,980 186,081 188,283 189,384 191,586 By its attorneys: 
Level H5 Prebarcoded Letters 16,721,572 2,418,906 2,435,588 2,468,952 2,485,634 2,518,998 
Level H5 Prebarcoded Flats 274,060,100 39,371,518 39,644,931 40,191,758 40,465,171 41,011,998 Daniel J. Foucheaux, Jr. 
Level I1 1,161,639,012 117,048,652 118,207,549 120,525,345 121,684,242 124,002,037 Chief Counsel, Ratemaking 
Level I2 2,236,054 209,693 211,924 216,385 218,616 223,078 
Level I3 3.724,578 297.263 300,979 308,410 312,126 319,558 E f D 
Pa oo Ah A s | 
Piece Discounts 2,244,062,508 | $ — (78,213,509)| $  (78213,509| $ (7821309) $ (78,213,509) (78,213,509) | x Eric P. Koetting ~~ 

Delivery Unit Entry 4,455,213 | $(53,336.384368)| $(53,336.384368)| $ (53,336.384368)| $(53,336.384368)| $ (53,336.384368)] | 
SCF Entry 436,623,327 | $ (2,613,557.376)| $ (2,613,557.376)| $ (2,613,557.376)| $ (2,613,557.376)| $ (2,613,557.376)] i 475 l'Enfant Plaza West. S.W 
Editorial Content 1,802,983,968 | $ — (75,546,615)| $ _(75,546,615)| $ — (75,546,615)| $ (75,546615) $ — (75,546,615)] | | Washington, D.C. 202 60-1 1 37 

۶ | (202) 268-2992; Fax -5402 

i Nonprofit 96-2 E | March 6. 1997 

Item Step2 Step3 Step4 Step5 Step6 . ۱ | T š 


[Postage Revenue $ 331,322,149.0 | $ 335,502,670.1 | $9 1 344,232,104.1 | $ 741 
[Commingled Revenue $ 709,653.0 | $ 709,653.0 | $ 709,653.0 709,653.0 709,653.0 
[Fee Revenue $  42130000|$ 4213.000.018 0 4,213,000.0 4,213,000.0 
[Total $ 336,244,802.0 | $ 340,425,323.1| $ 1 349,154,757.1 353,703,670.1 


[Total Costs Coverage $316,155,000 106.4% 107.7% 109.1% 110.4% 111.9% 
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Mail Classification Schedule, 1996 
Classification Reform II (Nonprofit Mail) Docket No. MC96-2 


COMMENTS OF THE 
ALLIANCE OF NONPROFIT MAILERS 
ON POSTAL SERVICE PROPOSALS TO COMBINE 
RATES AND COSTS OF CLASSROOM PERIODICALS 
AND NONPROFIT PERIODICALS 
In Order No. 1125, issued on July 19, 1996, the Commission reopened the 
record and requested that the Postal Service examine the apparent failure of revenues 


from Classroom Periodicals to cover attributable costs as reflected in the CRA Reports 


for FY 1994 and 1995. 


The Postal Service has suggested proposals that would (1) offer temporary 
phased increases to bring rates for Classroom Periodicals closer to covering attributable 
costs, (2) mitigate rate shock for mailers of Classroom Periodicals; and (3) set the 
groundwork for a new approach to combining the volumes of Classroom and Nonprofit 
Periodicals to smooth out the fluctuations in estimated costs and volumes for Classroom 


Periodicals caused by inconclusive and unreliable volume test data collection gm 
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POSTAL RATE COMMISSION 
OFFICE OF THE SECRETARY 


Mail Classification Schedule, 1996 ) 
Classification Reform Il (Nonprofit Mail) ) Docket No. MC96-2 


OFFICE OF THE CONSUMER ADVOCATE 
NOTICE INRESPONSE TO P.O. RULING MC96-2/16 
(March 6, 1997) 

Pursuant to P.O. Ruling MC96-2/16, the Office of the Consumer Advocate (OCA) 
duly informs the Presiding Officer that OCA does not intend to cross-examine Postal 
Service witnesses nor does OCA plan to submit evidence in response to the proposals 
of the Postal Service. 

pur submitted, 


Leer qn S. Dreifuss Be 


Attorney 
Office of the Consumer Advocate 


CERTIFICATE OF SERVICE 
| hereby certify that | have this date served the foregoing document upon all 


participants of record in this proceeding in accordance with section 12 of the rules of 


et A LŠ e 


Attorney 


practice. 


Washington, D.C. 20268-0001 
March 6, 1997 


CERTIFICATE OF SERVICE 


I hereby certify that | have this day served the foregoing document upon all 


participants of record in this proceeding in accordance with section 12 of the Rules of 


Eric P. Koetting 


Practice. 


475 LEnfant Plaza West, S.W. 
Washington, D.C. 20260-1137 
March 6, 1997 


0176 


USPS-CT-3 
3/6/97 


. Page 4, Table 2: Revise Postage سید‎ FY 1995 Billing Det. from 321,092,971 to 
321,093,957. 


. Page 4, Table 2: Revise Postage Revenue, Nonprofit MC96-2 Rate from 332,309,614 to 
332,031,802. 


. Page 4, Table 2: Revise Total Revenue Including Fees, FY 1995 Billing Det. from 


. Page 4, Table 2: Revise Total Revenue Including Fees, Nonprofit MC96-2 from 336,522,614 
to 336,244 802. 


. Page 8, Table 5: Revise Level H3 ZIP+4 Numeric Letters, Percent Change from 33.6% to 


. Page 17, Table 9: Revise Total Cost Coverage, Nonprofit MC96-2 Rate from 106.44229% to 
106.35442%. 


. Page 17, Table 10: Revise Postage Revenue , Nonprofit: MC96-2 Rates from 345,154,540 to 
344,876,728. 


. Page 17, Table 10: Revise Total Revenue Including Fees, Nonprofit: MC96-2 Rates from 
349,552,240 to 349,274,428. 


. Page 17, Table 10: Revise Total Cost Coverage, Nonprofit MC96-2 Rate from 106.32735% to 
106.24285%. 


CLASSROOM TESTIMONY REVISIONS 


325,305,971 to 325,306,957. 


6. Page 9, Line 6: Revise 32.6 to 32.1. 


. Page 17, Table 9: Revise Postage Revenue , Nonprofit: MC96-2 Rates from 332,309,614 to 
332,031,802. 


. Page 17, Table 9: Revise Total Revenue Including Fees, Nonprofit: MC96-2 Rates from 


31.1%. 


336,522,614 to 336,244 802. 
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BEFORE THE 
POSTAL RATE COMMISSION 
WASHINGTON, DC 20268-0001 


Mail Classification Schedule 
Classification Reform II (Nonprofit Mail) 


COMMENTS OF THE 
NATIONAL FEDERATION OF NONPRO] 
ON POSTAL SERVICE PROPOSALS TO C 
COSTS AND RATES OF CLASSROOM ۶ ۶) 
WITH THOSE OF NONPROFIT PERIOD: 
On February 12, 1997, the National Federation | 
filed interrogatories to the U.S. Postal Serv: 
docket. In its response, filed February 26, 19 
if it aggregated costs for Classroom Periodic: 
Periodicals in a future rate proceeding, "the 1 
Nonprofit rates would by design, be small", ar 


that..."These conclusions would hold with res; 


rates and, if relevant, Step 5 rates". 


NFN has no objection in principle to the aggre 
costs, or to the creation of a single or commc 
However, it understands that the purpose of suc 
for the administrative convenience of USPS. Fc 
would object to any increase in Nonprofit Perio 
small, if the increase were related to administ 


or any factor other than cost. 


Accordingly, NFN reserves the right to object t: 
Classroom Periodical and Nonprofit Periodical 


creation of a single set of rates, in this or a 


Docket No. MC96-2 -2- 


RULING 


1. The procedures for incorporating materials into the evidentiary record are set 


out in the body of this ruling. 


2. Initial Briefs on Classroom Maii are to be filed on or before April 14, 1997. 


3. Reply Briefs are to be filed on or before April 24, 1997. 
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<ç 
W.H. “Trey” LeBlanc Ill 
Presiding Officer 
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The Alliance of Nonprofit Mailers reserves the right to reexamine the long-term RULING NO. MC96-2/17 


implications of any future, more permanent Postal Service proposals after the collection 
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SIDLEY & AUSTIN 


1722 Eye Street, N.W. (March 11, 1997) 


Washington, DC 06 
(202) 736-8214 Presiding Officer's Ruling MC96-2/16 provided that any participant intending to 


conduct oral cross-examination of the direct testimony provided by the Postal Service 

0ً کٹ,بً'‎ 4 in response to Order No. 1125, or to submit evidence in response to the Postal Service 

March 11, 1997 proposals, should submit notice to that effect by March 6, 1997. No participant has 

Indicated an intention to conduct oral cross-examination, or to submit evidence. 
The following procedures shall be followed for incorporating the Postal Service 
CERTIFICATE OF SERVICE | direct case into the evidentiary record: 

ThePostal Service shall provide corrected copies of testimony and‏ ٭ 
exhibits of witnesses Hunter (USPS-CT-1), Degen (USPS-CT-2), and‏ 
Kaneer (USPS-CT-3), accompanied by attestations of accuracy by‏ 
March 18, 1997‏ 


Participants intending to designate additional written cross-examination 


I hereby certify that I have this day served the foregoing document upon all 
participants of record in this proceeding in accordance with section 12 of the rules of 


practice. 


concerning Classroom Mail shall provide notice of designations by 
Jur M. did March 25, 1997. 
Z | The Postal Service shall provide corrected copies of the designated 
written cross-examination accompanied by attestations of accuracy b 
March 31, 1997. 


March 11, 1997 





support of its proposals, the Postal Service offers data suggesting that during 


1995 a combination of the IOCS data for Classroom and Nonprofit Periodicals 


s would result in a rate schedule that "might essentially replicate a rate 


based solely on the basis of nonprofit costs." 


e Alliance of Nonprofit Mailers, recognizing -- as does the Postal Service -- 
1 information comes from only one year, and the relationships it reflects may 
sarily be observed in the future," does not oppose USPS proposals to craft 

/ phased rate schedules that would bring rates for Classroom Periodicals 


covering costs while mitigating rate shock. 


en crafting a more permanent solution, however, it is critical that the Postal 
|) use the "bottom-up" approach employed in Docket Nos. MC95-1 and 
i.e., detailed cost models) to develop an initial estimate of attributable unit 
Classroom and Nonprofit periodicals separately, and then (2) use the CRA 
ie two subclasses combined to develop a more reliable and stable "blow-up" 
ise for non-model costs when conforming the final estimate with CRA costs. 


cedure is adopted, the initial estimate of unit cost, which constitutes the vast 


f total unit attributable cost, will not be affected by vagaries of IOCS sample 


01784 
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NFN notes its agreement with the Comments of the Alliance of 


Nonprofit Mailers on this subject, filed March 11, 1997. 


Respectfully submitted, 


Rat s 7% 


Robert S. Tigner 
General Counsel 
National Federation of Nonprofits 
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12 of the Rules of Practice. 
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Chief Counsel, Ratemaking 
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NOTICE OF THE UNITED STATES POSTAL SERVICE 
REGARDING ITS CLASSROOM TESTIMONY 






In accordance with Presiding Officer's Ruling No. MC96-2/17 (March 11, 1997), 
the Postal Service hereby gives notice that it is providing the Commission with two 
copies of each piece of its direct testimony in this phase of the proceeding, along with 


declarations of accuracy and authenticity. The testimony of witness Hunter, USPS- 






CT-1, remains unchanged since its initial filing and service on October 17, 1996. The 
















testimony of witness Degen, USPS-CT-2, appears as supplemented (and served on 







the parties) on January 13, 1997. The testimony of witness Kaneer, USPS-CT-3, 





appears as filed on January 13, 1997, with the exception of the minor revisions on 


pages 4, 8, 9, and 17, filed (and served on the parties) on March 6, 1997. 







As it would if hearings had been required, the Postal Service moves that the 





testimony of each witness be received into evidence, but does not request that they 









































and data file record formats including those required fc 
standardized to facilitate their maintenance. 

At the end of FY 1996, the automated office cov 
approximately 1,700 offices, grew to approximately nin 


based on total Periodicals revenue. 


VI. PLANNED IMPROVEMENTS 

The Nonprofit and Classroom misclassification ' 
estimates of volumes and revenues for the FY 1993-9: 
errors in the submitted mailing statements at approxim 
automated bulk mail acceptance offices. A mailer autt 
approximately eighteen Nonprofit and five Classroom ! 
eliminate a future occurrence should the rates again b 
two subclasses, the feasibility of a software fix, in whic 
authorization code at the entry post office is periodical 
master authorization code file, currently maintained at 
consideration. 

In December, 1995, the Postal Service investig: 
reporting ف‎ and In-County trial balance reven 
purpose of providing separate control tota! ۰ for these t 
all Periodicals revenue is reported under one trial bala 


the time, because the Classroom and Nonprofit categc 






















T C MEASUREMENT IMPROVEMENTS 1 Retroactive to PQ 1 of ۴۷ 1994, the panel was expanded further during 1 The FY 1995 Classroom and Nonprofit Periodicals estimates also benefit 
















FY 1994 to incorporate recent additions to PERMIT/BRAVIS. During this time, from the correction of a distribution error discovered during PQ 2 (the combined 





Beginning in FY 1983, volumes measurement improvements for the 












Classroom and Nonprofit estimate was unaffected). Because the rates for these 








Periodicals mail class which potentially affect the accuracy of the Classroom 3 data editing improvements related to CAG (office size designator), missing trial 













4 volume estimates can be segrnented into three periods. - An outline for each 4 balance account/grand total, and weight field format, retroactive to PQ 1, FY 4 two categories were identical prior to January i, 1995, the mailing statements for 





5 about eighteen Nonprofit mailers at seventeen automated offices were 


5 period follows. 1994, were implemented . 


























At the end of FY 1993, there were approximately 720 panel offices 6 misclassified as Classroom.” Approximately 90 offices currently report 






FY 1983-91: Prior to FY 1992, the Periodicals RPW panel of pest offices 














Classroom activity under the PERMIT System. 






reporting in the Periodicals RPW System. At the end of FY 1994, the coverage 





was updated in response to concerns regarding an undercoverage for the In- 













was approximately eighty-five percent (85%) based on total Periodicals revenue. Throughout FY 1996, improvements were made to the automated office 





County category. Beginning in PQ 1, FY 1985, and based on the results of a 











FY 1995-96: At the end of FY 1994, sixteen offices with Periodicals 9 portion of the panel. Automated offices reporting Periodicals revenue in the trial 







census of post offices reporting revenues for the Periodicals trial balance 












10 balance accounts, but not reporting any corresponding volume and revenue data 


account, twenty-three In-County specific offices and twenty-nine large volume revenues in excess of $1 million were identified for the purpose of increasing 















11 under PERMIT/BRAVIS, were identified and instructed to report data for all mail 


offices (for general coverage purposes), for a total of fifty-two offices, were the automated office coverage for FY 1995. Also at this time, a decision was 















added to the panel. made and efforts were begun to conduct a comprehensive survey (census) for 12 categories. Additionally, BRAVIS participants which mailed their data on 















13 diskettes to a central processing point were phased into the centralized PERMIT 







FY 1992-94: During FY 1992 and in response to reported decreases in 13 the PQ 1, FY 1995 period.” The purpose of the census was to determine 





14 System, improving timeliness of reporting. 






whether further improvements in accuracy for any Periodicals category were 





Classroom volumes for FY 1990 and FY 1991 over the reported FY 1989 level, 

















Beginning in PQ 4, FY 1996, the revenue-stratified panel of non- 





a decision was made to add a large number of offices to the panel to improve the required, and to assess the level of coverage for each category to evaluate 

















wnether to continue with the supplemental panel of nonautomated offices. 16 automated offices supplementing the quarterly automated office census was 






Classroom coverage. Beginning in PQ 3, FY 1992, forty-four offices targeted as 










17 having high Classroom volume were added to the panel to expand the The survey participants were identified from a data file listing publications 17 updated. A new jobstream with new data processing programs was developed 























authorized for Periodicals rates and from a file containing Periodicals trial 18 with the capability of producing accounting period and postal quarter estimates. 








Ciassroom coverage. Additionally, in PQ 1, FY 1993, a decision was made to 








19 New data entry procedures including nonrespondent follow-up were established, 


19 automate the data collection process and expand the panel coverage further by 19 balance account revenue by office. The census results were used to develop a 






sampling frame to update the nonautomated office panel. 





utilizing automated bulk mail acceptance unit data from PERMIT/BRAVIS 









(systems) in lieu of the Form 15-A manual data collection procedure. 












*The Postal Service plans to make a permanent fix to avoid a reoccurrence of related mailer authorization 
misclassifications should the rates again become identical. (See last section in this testimony.) 






2 To aid operational personnel during the quarterly data processing, other improvements with little or no 
impact on the Classroom estimates were made involving edit tolerance controls and edit reports. 





V. VOLUME HISTORY 





Table 1 details Classroom activity as reported in the CRA from FY 1983 
o FY 1995. Columns C and F of the table show total Periodicals and Ciassroom 
olumes, respectively, by fiscal year. The corresponding revenues are shown in 
,olumns B and E. Revenue per piece measures for the two categories are 
hown in Columns D and G. 

Factor F1 in Columns H and K is the correction for the misclassification 
etween the Nonprofit and Classroom categories which | will discuss in the next 
ection. This factor is the ratio of the corrected estimate to the unadjusted 
stimate and applies to FY's 1993-94. Whether adjustment might be required 
yr the years prior to FY 1993 is not known since the PERMIT automated bulk 
iail acceptance system data is incomplete for years prior to FY 1993. The FY 
993-94 adjustments are based on an analysis of mailing statements, discussed 
| the testimony of witness Degen, USPS-CT-2. Because the misclassification 
as discovered and corrected in time for FY 1995, the factor is unity for FY 
395. The effect of this adjustment on the reported Classroom volume and 
venue estimates for the past three years, FY's 1993-95, is shown in the 
olumns J, L and M of Table 1. 

Chart 1 graphs the original and adjusted Classroom volume and revenue 
stimates shown in Table 1. Chart 2 displays the revenue per piece history for 


e Classroom and total Periodicals categories. 
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mailing statement (Form 3541-N), it was felt that this would hinder accurate 
financial reporting for the separate categories. Additionally, it was thought that 
the issuance of additional forms and mailing requirements might inconvenience 
the mailers and add confusion to the bulk mail acceptance process, the latter 
since the backside of the form is used to report In-County, excess commingled 
nonsubscriber, and foreign country activity. At present, this proposal is on hold 
pending a planned FY 1997 review of the recent data system updates 
implemented in PQ 4, FY 1996. 

The Postal Service is also considering proposing a periodic joint review of 


its panel of Classroom offices with the Classroom Publishers Association for the 


purpose of identifying entry point changes in order to maintain the current high 


level of coverage. If agreed to, the joint effort would be ongoing and similar to 
the successful joint efforts which ied to the panel improvements implemented in 


PQ 3 of FY 1992. 
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